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FINAL EXAMINATION DURATION 
PRBF010 – Aspects of Corporate 
Finance 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
The examination has two sections: 
Section A:  
Suggested Time: 90 
mins     
Multiple Choice Questions: Answer ALL 31 questions 
Marks as indicated by lecturer 
Section B:  
Suggested Time: 90 
mins 
Short Answer Questions: Answer 4 of 4 questions 
Marks as indicated by lecturer 
Section A must be answered on the Multiple Choice Answer sheet provided and must be handed in 
with your answer booklet.  Please ensure that your name and student number are clearly indicated on 
your Multiple Choice Answer Sheet, your answer booklet and at the top of this examination paper. 
 
Section B is to be answered in separate booklet. 
1.2 Note that questions ARE NOT of equal value. 
1.3 Read ALL questions carefully. 




This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
Answer on the supplied examination material/s only 
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1 x 8 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Short Answer Questions 
Total No of Marks for this section:  50 
This section should be answered in the Answer Booklet provided. 
Marks for each question are indicated. Suggested Time allocation for Section B:  90mins 
 
Question 1 (Total Marks: 20) 
Oceans 3 Shipping is considering replacing an existing ship with a new, more efficient one. The 
existing ship is three years old, cost $30 million, and is being depreciated using straight line 
method over a 5-year recovery period. Although the existing ship has only two years (years 4 
and 5) of depreciation remaining, it has a remaining usable life of five years. The new ship costs 
$45 million to purchase and $7 million to outfit for service. It has a 5-year usable life and will 
be depreciated using a straight line depreciation method. Increased investments in net working 
capital will accompany the decision to acquire the new ship. Purchase of the new ship would 
result in a $4 million increase in net working capital. The projected profits before depreciation 
and taxes with the new ship and the existing ship are given in the following table. 
Year New Ship  Existing Ship 
1 $23,000,000 $13,000,000 
2 $25,000,000 $13,000,000 
3 $27,000,000 $13,000,000 
4 $28,000,000 $13,000,000 
5 $29,000,000 $13,000,000 
The existing ship can currently be sold for $17 million and will not incur any removal or clean-
up costs. At the end of five years, the existing ship can be sold to net $1 million before taxes. 
The new ship can be sold to net $11 million before taxes at the end of the 5-year period. The 
firm is subject to a 30 percent tax rate on both ordinary income and capital gains. 
Required: 
a. Calculate the initial outlay at t=0 associated with each alternative. 
                 (Marks: 5) 
b. Calculate the operating cash flows associated with each alternative.  
                 (Marks: 7) 
c. Calculate the terminal cash flow at the end of year 5 associated with each 
alternative. 
                 (Marks: 5) 
d. Calculate NPV for each alternative. 
 (Marks: 3) 
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Question 2 (Total Marks: 5) 
 
If you were an investment banker, how would you determine the offering price of an IPO?  
                                                                                                                                                        (Marks: 5) 
 
 
Question 3 (Total Marks: 10) 
 
Assume that two firms, A and B, are identical in all respects except that Firm A is debt free and 
Firm B has a capital structure that is 50 percent debt and 50 percent equity by market value. 
Further suppose that the assumptions of the Modigliani & Miller capital structure irrelevance 
proposition holds (i.e. no taxes or transactions costs, no bankruptcy costs, etc.) and that each 
firm will have net operating income (EBIT) of $800,000. The required return on assets, r, for 




Calculate the following for both Firm A & B:  
a.   total firm value 
(Marks: 2) 
 
b.  market value of debt and equity 
(Marks: 3) 
 
c.  required return on equity.  
 
(Marks : 5) 
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Question 4  (Total Marks: 15) 
The initial proceeds per bond, the size of the issue, the initial maturity of the bond, and the 
years remaining to maturity are shown in the following table for a number of bonds. In each 













A $   988 10,000 bonds 20 years 10 years 
B 1,035 20,000 25 18 
C 1,000 22,000 12  8 
D    975 5,000 25 16 




a. Indicate whether each bond was sold at a discount, at a premium, or at its par 
value. 
          (Marks: 1.25) 
 
b. Determine the total discount or premium for each issue. 
          (Marks: 1.25) 
 
c. Determine the annual amount (after tax) of discount or premium amortized for 
each bond. 
           (Marks:2.25)  
 
d. Calculate the unamortized discount or premium for each bond. 
           (Marks: 4.25) 
 
e. Determine the after-tax cash flow associated with the retirement now of each of 
these bonds, using the values developed in part (d). 
                                                                                                                                                     (Marks: 6)  
 
 Please show all your calculations clearly.  
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1. FV = PV (1 + r) n  
 
FV = PV (1+ r x n) 
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1  where   r > g 
 




















 +× 1  
13. FV (continuous compounding)= PV ( )nre ××   
14. EAR = (1 + 
m
r  ) m  - 1 
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18. ( ) ( ) ( )[ ]212 111 rErr ++=+  
 
19. ( ) ( )( )realnom rir ++=+ 111  
 
 
20. g = rr ×  ROE 
 
21. PDFS VVVV −−=  
 
22. Total dollar return = income + capital gain or loss 
 
23. Total % return = total dollar return ÷  initial 
investment 
 














  Variance = ( )22 RRP ii −= ∑σ  
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36. ))(()( fmifi RRERRE −+= β  
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